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ABSTRACT 
 
This paper examines the relationship between equity flows by domestic, Arab and foreign 
investors and returns in the Egyptian Stock Exchange (EGX) using daily investor flows data for 
the period from January 2004 till December 2013.The sample consists of aggregate buy/sell 
investor flows by individual and institutional investors of the three main categories (domestic, 
Arabs and foreigners). A vector-autoregression tool was used to analyze the data through two 
different regressions, one for the impact of returns on flows, and the other for the impact of flows 
on returns. The main key findings of the flows model were that domestic, Arab and foreign 
investors exhibit positive feedback trading in their buy and contrarian in their sell trades, except 
for domestic institutional trades, who showed no significant trading behavior. For the return 
model, the results were that purchases of domestic institutions, domestic individuals, Arab 
institutions, Arab individuals, foreign individuals are strongly positively related to returns, while 
foreign institutions showed no significance with returns in any manner. As for the sales, domestic 
individuals, Arab institutions, Arab individuals, foreign institutions and foreign individuals exert 
price pressure, which causes contemporaneous effect on returns, while domestic institutions 
showed no significance with returns in any manner. Interestingly enough, the trend reverses 
during crisis periods.  
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CHAPTER I 
 
 
INTRODUCTION 
 
The past two decades have seen unprecedented levels of global equity portfolio flows. 
This created an interesting avenue for research for scholars in international finance, who are 
interested in understanding the interactions of investors from different countries, investments 
preferences, information availability and opportunity sets. Such variations create difference 
across investors in their portfolio choice and allocation and therefore can also affect their trading 
behavior and investment performance. Early studies in international portfolio flows show the 
existence of home bias, a case in which investors do not allocation optimal portions of their 
portfolio in international stocks (Brennan and Cao 2005). Home bias has become less significant 
amongst investors in developed countries in the recent years but still persists in developing ones, 
creating what is termed as ‘foreign bias’, in which investors subjectively choose certain countries 
to invest in over others. Such developments in the patterns of international equity portfolio flows 
makes it crucial to study different investors’ trading behavior, their performance and impact on 
financial market returns. The purpose of this thesis is to further investigate this issue on the 
Egyptian stock exchange (EGX) by examining the relationship between investor flows and 
returns.  
Early studies on the trading behavior of foreign investors in developing markets show 
that international investors are positive feedback traders, while domestic investors are contrarian 
in their trades (Bae et al. 2011; Lin et al. 2003; Kalev et al. 2008; Grinblatt and Keloharju 2000). 
More recent studies such as (Samarkoon 2009;Ülkü and Weber 2013; Froot et al. 2001) and 
others found that patterns of positive feedback trading or “trend chasing” persist amongst foreign 
and domestic investors in emerging markets but that the period and the frequency of the data 
might mask interesting patterns of trading behavior.  
 It is also important to investigate the impact of information asymmetry across different 
investor classes and its impact on market returns. On one side, some studies imply that 
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information disadvantage hypothesis is significant for international investors (Albuquerque 
2009). On the other hand, others argues that it is significant for domestic investors (Brennan and 
Cao 2005). Nevertheless, there has been little research published on the influence of different 
investors’ trading behavior and information asymmetry on emerging markets. 
The effect of equity flows on emerging markets presents evidence of emerging markets 
instability upon introducing international equity flows due to exchange rate movements and 
sudden capital inflows and outflows (Gazioglu 2003; Samarkoon 2009). This side of the coin 
implies that domestic investors are at the losing side, while international investors are at the 
winning side. In contrast, other studies argue that introducing international equity flows 
positively affect emerging markets through strengthening their economic and financial standing. 
The other side of the coin, suggests that international equity flows are in the best interest of 
domestic investors (Hamao and Mei 2001). In order to assess the above, one must look into the 
relationship between equity flows and market returns.  
In previous studies, while authors were investigating the relationship between equity 
flows and returns, they came up with three key findings. Firstly, equity flows influence future 
market returns. Secondly, the past returns have a forecasting ability of future returns. Thirdly, 
there appears to be an autocorrelation between equity flows and returns. However, little to no 
research was carried out on the MENA region, on the emerging market of Egypt in particular 
that has never been exploited before. Therefore, the aim of this thesis is to investigate the 
relationship between equity flows across three investor types and market returns.  A daily data 
set of buy and sell trades for the period 2004-2013 was used to examine the relationship between 
equity flows by domestic, Arab and foreign investors and market returns. The identity of the 
buyer and the seller was classified under Domestic Institutional, Domestic Individual, Arab 
Institutional, Arab Individual, Foreign Institutional and Foreign Individual investors. It was 
important to examine the nature of the trade in order to investigate the behavior of each investor 
class in purchases and sales.  
This paper tackles two main issues by each of the three proposed investor classes. The 
first would be whether past equity flows lead to higher/lower future returns. The second would 
be whether past returns have a predictive power of future equity flows. The above two issues 
were investigated through a vector auto-regression (VAR) model and further analyzed by 
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impulse response of returns shock on equity flows to assess the relationship between the two 
variables. The VAR model was used as it regresses equity flows by investor class on returns and 
returns on equity flows through two key functions, the flow model and the return model. 
Examination of the coefficients on lagged returns and lagged equity flows along with the joint 
significance were used to test for the forecasting ability of past returns to equity flows and past 
equity flows to returns.   
The main key findings of the flow model were as follows: domestic, Arab and foreign 
investors exhibit positive feedback trading in their buy and contrarian in their sell trades, except 
for domestic institutional purchases and sales, who showed no significant impact on returns. 
Interestingly enough, during the financial crisis, the investors didn’t change their trading 
behavior, while there was a noticeable increase in foreign purchases and sales, domestic and 
Arab institutional sales. Also, during the Egyptian revolution they became contrarian in their buy 
and momentum in their sell trades, while there was no significance of the buy trades by foreign 
institutions and sell trades by domestic institutions and foreign individuals. Moreover, past 
returns have the highest impact on domestic, followed by Arab then foreign equity flows. This 
suggests that domestic investors exhibit more positive feedback trading and more contrarian 
behavior than their counter-parties Arabs and foreigners. This result compares well with previous 
finding in the literature on the trading behavior of investors.  
Furthermore, the main key findings of the return model were as follows: purchases of 
domestic institutions, domestic individuals, Arab institutions, Arab individuals, foreign 
individuals are strongly positively related to returns, while foreign institutions showed no 
significance with returns in any manner. On the sales side, domestic individuals, Arab 
institutions, Arab individuals, foreign institutions and foreign individuals are positively related to 
returns, while domestic institutions showed no significance with returns in any manner. Also, 
during the financial crisis periods, equity flows negatively impacted returns, except for purchases 
by foreign, individuals and institutions and sales by domestic individuals and Arab institutions. 
On the other hand, equity flows by all investors negatively influenced future returns during the 
Egyptian revolution. 
The thesis is organized as follows: Chapter II reviews the literature along with theoretical 
background addressing areas related to my research question. Chapter III provides an 
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institutional framework about the Egyptian Stock Exchange (EGX). Chapter IV describes the 
data and methodology used to analyze the data. The results are presented in Chapter V, followed 
by the conclusion in Chapter VI.   
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CHAPTER II 
 
 
LITERATURE REVIEW 
 
The purpose of this chapter is to present the main academic studies on equity portfolio flows 
and discuss their results. The chapter will be divided into the following sections. Section 1 introduces 
the main theoretical and empirical work that relates information to both investor flows and 
performance. Section 2 presents the main studies on investor strategies and trading performance while 
Section 3 presents the main body of work examining the relationship between investor equity flows 
and returns, which is the focus of this thesis. Section 5 concludes the literature review with potential 
gaps that this thesis aims to fulfill.  
 
2.1 Information, flows and trading performance 
Previous literature argues that information about fundamentals is considered one of the factors 
that affect the relationship between equity flows and market returns (Froot and Ramadorai (2001); 
Froot and Donohue (2002); Froot et al. (2001); Albuquerque (2008); Brennan and Cao (1997); 
Brennan and Cao (2005), Kalev et al. (2008), Choe et al. (2001) and Danielsson and Love (2006)) The 
main argument in such studies is that informational asymmetry is considered one of the main drivers of 
investor behavior and trading performance.   
Brennan and Cao (1997) study informational asymmetry between local and international 
investors. They used Admati (1985) noisy rational expectations model to analyze the quarterly equity 
flows data for the United States versus Canada, Japan, Germany and United Kingdom for the period 
1982 to 1994. They argue that information asymmetry exists in domestic markets and there was 
evidence that international investors are at an informational disadvantage relative to local investors. 
This was further explored in Brennan and Cao (2005), where they focus on the consequences of 
information disadvantage on foreign investors compared to domestic investors in their home countries. 
Investment strategies and trading behavior are not the only factors in the equation when it comes to the 
impact on financial markets. 
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 Investors’ expectations are also a factor that differ from an investor to the other. Brennan and 
Cao (2005) believed that previous literature fail to understand the relation between foreign investors 
and trading behavior and that it merely focused on whether they are trend-chasers or momentum-
investors. Therefore, in order to fill the gap in this body of literature, the authors examine the 
relationship between return and investors’ expectations. They applied a rational expectations model to 
develop an understanding of the portion of investors, who are bullish about the stock market across 
four countries (United States, Japan, Continental Europe and United Kingdom). Through using a 
monthly data set extracted from “Merrill Lynch monthly Fund Manager Survey” for the period from 
1995 to 2000, they found that foreign investors are optimistic following an increase in share prices of 
the domestic market, but there isn’t any indication that domestic investors follow the same trend. They 
argue that informational disadvantage of foreign investors result in them buying when prices increase 
and selling when prices decrease, which proves the significance of feedback trading. In reality, it is 
sophisticated to allocate information across different investors than simply hypothesizing the 
informational disadvantage of foreign investors. Besides, informational asymmetry depends on the 
duration, nature of information and the country in which there is trading. Therefore, the authors 
suggest that domestic institutional investors have an informational advantage while, foreign 
institutional investors have an informational disadvantage with respect to an average investor.  
Froot and and Ramadorai (2001) test for the forecasting power of foreign equity flows related 
to net asset values (NAVs) and closed-end country fund prices. Their null hypothesis is that flows are a 
random combination of buy and sell trades and that net asset value, international equity flows and 
closed-end fund prices are not correlated. Moreover, there are two other alternative hypotheses, one 
testing for price pressure and the other for information about fundamentals. The price pressure 
hypothesis assumes that closed-end fund discounts are anticipated when there are international flows to 
net asset values (NAV). This will cause the prices of net asset value of the fund to be higher than that 
of the closed-end fund. On the other hand, the information about fundamentals hypothesis assumes that 
there is no change on closed-end fund discounts, when there are international flows to net asset values 
(NAVs). This will lead to an increase in the prices of closed-end funds and net asset of funds.  
Through using weekly data from State Street Corporation (SSC) for eight developed countries 
and seventeen developing countries from 1994 to 1998, Froot and Ramadorai (2001) found that there is 
a positive limited autocorrelation between closed-end flows and international flows and a small cross 
persistence. However, there is a strong persistence between foreign institutional flows and closed-end 
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individual flows. Also, international flows showed positive correlation when compared with past 
absolute returns, yet negative correlation when compared with relative returns. Relative returns are 
returns associated with price pressure and not information about fundamentals. The third finding is that 
returns forecasting for international flows is due to information about fundamentals and not price 
pressure.  
This brings us to the impact of information on trading performance by investors. Danielsson 
and Love (2006) argue that microstructure theories show that trades have lasting effects on prices since 
they carry information. Information is quantified through studying the price impact of trades after 
using Vector Auto Regression (VAR). They ran the VAR on a data set of the spot EUR/USD market, 
extracted from Reuters electronic database. Then they provide evidence that feedback trading is 
positive and significant at the 1 and 5 minute frequencies. However, when the data is less frequent, the 
price impact of order flows will be understated. This also means that, order flows in the form of shocks 
are informative and highly affect asset prices.  
A study conducted by Albuquerque (2008) investigates the “global” private information and its 
relevance for trading across the globe. Return chasing or feedback trading takes place when foreign 
investors purchase equity in foreign countries upon an increase in stock prices. In foreign markets, 
foreign investors are less informed thus react highly to local market information. Foreign investors’ 
reaction causes “return chasing” and “underperformance” in foreign stock markets. However, multiple 
studies suggest that if local information was important then foreign investors should outperform 
domestic ones. And since, previous studies didn’t really agree on foreigners outperforming domestics, 
therefore Albuquerque (2008) constructed a model that provides a platform for comparison of trades 
and enable the identification of global return-chasing generated through global private information.  
The trading of these stocks is driven by local and international factors. In another words, he 
divided the world into segments that make up the foreign and assumed that foreign investors are 
exposed to more global information than that of the other investors. Therefore, foreign investors 
outperform other investors because they know more than other investors. Additionally, there were 
three predicted outcomes from his model. First, “global return chasing” that is purchases of foreign 
investors in one country should positively move with returns of this country and any other country. 
Second, domestic investors are more affected by local factors than foreign investors and less affected 
by global factors than foreign investors. Third, positive correlation in trades by foreign investors in 
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other countries is induced by global private information.  In an attempt to prove these predictions, the 
author uses a monthly data set of equity purchases and sales by foreign investors in 8 developed 
countries and to study the over and under performance of US investors in these countries for the time 
period 1997-2003.  The model showed that the nature of information, whether local or global affects 
the relationship between returns and trades. A negative correlation between purchases and returns of 
US investors is induced by local private factors. Meaning that, the arrival of good news to the market 
somehow affects the stock price, leading to return chasing and increased purchases of local investors 
from US investors. On the contrary, for global return chasing to arise, both local and global signals 
must take place. While private global signals lead to price increase causing the US investors to 
increase their purchases, it also reduces their information advantage. As for local investors, they will 
either be less informed about payoffs or become net buyers. Therefore, the model highlights that 
purchases of US investors increase as a result of the existence of local private information and home 
bias.  
The information advantage hypothesis of domestic institutional investors infers that the 
coefficient of domestic market return is negative when the change in optimistic domestic investors is 
regressed on domestic and foreign market returns. Whereas, the informational disadvantage of foreign 
institutional investors infers that the coefficient of market return is positive when the change in 
optimistic institutional investors in a foreign country is the dependent variable. Also, the results of the 
paper were consistent with informational disadvantage hypothesis of foreign investors, yet not very 
significant with informational disadvantage hypothesis of domestic institutional investors.  
Most of the studies conducted on international finance highlights the presence of home bias. In 
that sense, investors prefer to invest in their domestic markets. It is continuing to exist regardless of the 
increasing cross-border equity flows. In an attempt to understand the existence of home bias, studies 
refer to information asymmetry as the cause of home bias and that it is mainly a result of foreign 
investors’ information disadvantage about domestic markets. Accordingly, information asymmetry 
models are used to identify the cause of equity flows volatility. Choe et al. (2001) examine the 
informational advantage of domestic investors over foreign investors and whether it is a result of 
access to private information or not. They used data from the Korean Stock Exchange for the period 
1996 to 1998 and included all the trades of domestic and foreign investors whether individual or 
institutional. Nonetheless, the emphasis should be put on institutional investors because equity 
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investments are mainly done by institutional investors. This might be the outcome of their expertise 
and talent in getting the information, thus they shouldn’t have an information disadvantage. However, 
this is less likely to occur in countries where insider information exists. Hence, the authors investigate 
the existence of private information advantage of domestic investors over foreign investors in a 
country where insider trading rarely takes place.  
Moreover, Choe et al. (2001) argue that foreign institutional investors might perform better 
than domestic institutional investors as they are more developed and have better access to information. 
They provided evidence that for medium and large trades, foreign investor purchase at higher prices 
and sell at lower prices when compared with local investors.  For medium trades, information 
disadvantage of foreign investors is less significant when compared to local institutional investors than 
individual investors. Also, firm specific news are examined to identify whether local investors consider 
them while trading or not. The study shows that local investors’ private information gets incorporated 
in the stock prices, which results in significant abnormal returns. And as for foreign investors, they 
buy/sell prior to a negative/positive abnormal return. Also, their purchases/sales increase post a 
positive/negative abnormal return. It is hence obvious that local investors trade prior to events, while 
foreign investors don’t. After comparing the price impact for local and foreign investors, the study 
shows that there is no significance for local and foreign institutional investors, while there is an instant 
and consistent price impact of trades by local individual investors.  
As for the consistent price impact significance, foreign institutional investors’ trades are 
insignificant, while that of local individual investors is significant. This is consistent with them 
enjoying private information. Post large purchases/sales by foreign institutional investors, the market 
experience a negative/positive abnormal returns and unfortunately, this is unprofitable for local 
investors who imitate foreign ones. However, surprisingly the study shows that foreign investors might 
be intimidated by local investors’ private information advantage. 
Another study by Dvořák (2005) examines information asymmetry in Indonesia through 
analyzing the transaction data for the period 1995 to 2001 of the Jakarta Stock Exchange. The data is 
segmented by investor class –foreign and domestic- and the methodology is a combination of various 
models used in previous literature. He divides the data into subsets and assess whether information 
asymmetry change over time or not. Dvořák provided evidence that trades by foreign investors are at 
lower prices than local investors and that local investors buy, while foreign investors sell before 
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positive returns. Therefore, local investors enjoy an information advantage. However, he suggests that 
information asymmetry change over time is still unclear. Moreover, he argues that foreign sales don’t 
contain more information than local sales in Taiwan and finds that local investors have an information 
advantage as foreign purchases are weak before good news and foreign purchases are strong before bad 
news.    
Foreign investors are faced with higher information costs in domestic markets, leading to home 
bias phenomena. Nevertheless, it is still unclear whether domestic investors have an informational 
advantage edge over foreign investors or not. An explanation for this might be due to the expertise and 
knowledge of foreign investors in evaluating domestic companies. Then again, foreign investors might 
need to physically travel in order to get this information. Therefore, information asymmetry is 
considered an important element in international finance. Mainly, because foreign investors may be 
unwilling to invest in domestic securities, which again leads to market volatility and inadequate risk 
sharing in developing markets. 
Kalev et al. (2008) studies the trading investment profitability of foreign and domestic 
investors. They used a marked-to-market trading profits function and spectral disposition -to separate 
profits in short, middle and long term- on a daily data set from the Helsinki Stock Exchange (HEX) for 
the period 1994 to 2004. They concluded that foreign investors choose transparent and international 
stocks in their investment portfolios. They also tend to outperform domestic investors in international 
stocks, such as Nokia. However, domestic investors tend to perform better in other stocks. The spectral 
disposition shows a slight difference between the foreign and domestic investors in the short-term. And 
while, domestic investors perform better than foreign investors in the long-term, these differences are 
not economically significant.  
2.2 Investment Strategies and Trading Performance 
Foreign investors enter a domestic market seeking an equity-market return. Post entering a 
domestic market, the market prices are positively affected. This might have two different 
interpretation. The first interpretation would be that foreign investors are well informed about 
fundamentals and net buyers prior to an improvement in fundamentals. The second interpretation 
would be that the increasing returns are subsequent to price pressure, which means that foreign 
investors are not well-informed about fundamentals. This pressure doesn’t necessarily mean an 
enhancement of fundamentals, but a forecasted demand by foreign investors.  
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Previous studies discuss the different investment strategies that investors follow in their trades 
and the impact of these strategies on their trading performance. For example foreign and domestic 
investors have different investment strategies and individual and trades by institutional investors are 
different as well based on their expectations and the market they are trading in. Bae et al. (2011);Lin et 
al. (2003); Kalev et al.(2008) and Grinblatt and Keloharju (2000) argue that foreign investors follow a 
momentum strategy in trading, while domestic investors follow a contrarian strategy, while Richards 
2005 argues that foreign institutional investors tend to be momentum traders and foreign individual 
investors tend to be contrarian. This was further explored by Barber and Odean (2008) as they 
concluded that individual investors follow a momentum strategy, while institutional investors are less 
momentum. Moreover, other areas of interest such as the impact of investors’ expectations and 
dynamic trading performance in the domestic financial markets are investigated by many researchers 
like Chiang et al. (2012) and Brennan and Cao (2005). 
A study conducted by Bae et al. (2011) studied the difference between foreign and domestic 
investors in terms of trading behavior and performance. Their interest in these two investors’ classes 
was due to the increasing ownership and influence of foreign investors on share prices and market 
movements. Through conducting an analysis on a data set of stock returns from the Korean Stock 
Exchange for the period 1996-2002, Bae et al. (2011) concluded that the domestic institutional 
investors follow the same trend similar to foreign investors, while domestic individual investors 
implement contrarian strategy in managing their portfolios of investment. Moreover, the Korean stock 
market is considered one of the rapidly growing stock markets, which looks appealing in the eyes of 
those who studies the trading and performance of investors. Therefore, Bae et al. (2011) studied the 
difference between foreign and domestic investors in terms of trading behavior and performance. Their 
interest in these two investors’ classes was due to the increasing ownership and influence of foreign 
investors on share prices and market movements. Also, to identify whether foreign investors are more 
skillful in selecting the profitable stocks in the best timing or not. Since foreign investors follow a 
momentum strategy, they outperform domestic individual and institutional investors. And as for 
domestic individual investors, their contrarian strategy merely provides them with an average return. 
Regarding their stock preferences, foreign investors tend to invest in large-cap firms that provide 
relatively high dividends, while domestic individual investors prefer small-cap firms that generate low 
return. Furthermore, domestic institutional investors prefer small-cap firms that perform well. All the 
results of the paper support the significance of foreign investors’ existence in the Korean stock market. 
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Another body of research by Grinblatt and Keloharju (2000) investigate the investment 
behavior of domestic investors versus foreign investors and analyze the performance of both investors 
in Finland. They examine the daily trades of both individual and institutional investors for the period 
1994-1996. They construct a comparison between contrarian and momentum traders. Through using 
the buy ratio (winners minus losers for momentum traders), authors can identify whether an investor is 
a momentum or contrarian trader. They use binomial tests and statistical analysis to investigate 
performance differences. Thus, they concluded that domestic individual investors tend to be contrarian, 
domestic institutional investors are less contrarian and foreign investors tend to be momentum in their 
trading strategies. They argue that individual investors, who are contrarian get negative returns, while 
foreign investors that follow momentum strategies achieve positive returns and that institutional 
investors’ returns tend to fall midway between individuals’ returns and foreign returns.  
Furthermore, Lin et al. (2003) affirms that foreign investors use a momentum strategy in their 
trading behavior, which means that past returns affect their investment behavior. Through considering 
the raw returns, risk-adjusted return and momentum-adjusted returns across different frequencies (daily 
to annual) in their analysis they examined the trading strategies and investment performance of 
international investors in 60 large-cap corporations. They used a daily data set from the Taiwan Stock 
Exchange (KSE) for the period 1996 to 2003. From their analysis, they concluded that foreign 
investors prefer large-capped firms and high book-to-market such as high-tech corporations, yet the 
ones that don’t have a high rate of share turnover. Also, their investment behavior lacks herding as 
risks are higher in low performing markets and they tend to invest in firms that hold firm-specific 
information and during market stress, they tend not to herd on market consensus. Foreign investors are 
superior performers in the market and their superiority increases after adjusting for risk. However, after 
adjusting for momentum effects, their superiority tends to decrease and almost disappear on the long-
term. This superiority is maximized when they invest in large-cap, high-tech stocks with high-turnover. 
In his examination of the price impact and investment behavior of foreign investors in six 
emerging markets, Richards (2003) argues that foreign institutional investors tend to be momentum 
traders and foreign individual investors tend to be contrarian investors. He used daily data from 
Jakarta, Korea, Philippines, Taiwan, Thailand and Kosdaq stock exchanges. Through the application of 
Vector Auto-regression model on a data set for the period 1999 to 2002, he concluded that trading 
behavior of foreign investors is driven by both global and local equity market returns. Foreign 
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investors adjust their trading activity to price changes on the previous day or overnight and that foreign 
investors and mature markets highly affect emerging markets. His adjustments to price movements are 
explained by portfolio rebalancing model. Also, a combination of sentiment-driven trading and return 
prediction are the cause of inflows response of both local and global investors. Price impacts can be 
explained as demand shocks by foreign investors through buy and sell orders in a financial market.  
Another study by Barber and Odean (2008) and Lee et al.(2010) focused investors’ preferences 
upon selecting their stocks in their examination of the relationship between investors’ trades and 
market returns. Regardless of the fact that they both used different data sets and methodology, they 
both agreed that the Individual trades response highly to return shocks more than institutional 
investors, which is consistent with trend-chasing and attention-grabbing behavior and that they tend to 
be net buyers post return shocks. For example, Lee et al.(2010) in their examination of the relationship 
between individual and institutional investors and market returns, they used a daily data set from the 
Shanghai Stock Exchange for the period July 2002 to December 2004. Through the application of a 
Granger causality test and Impulse response analysis they concluded that individual investors are 
considered more of trend-chasers than institutional investors. As for Barber and Odean(2008), they 
tested for the individual investor’s behavior regarding attention-grabbing stocks and their influence on 
their buying and selling trends.  They also tested for the intensity attention-grabbing stocks and their 
influence on the buying behavior of individual investors relative to institutional investors.  
Through using three data sets for daily trades from roughly January 1996 to June 1999 and 
applying a sort methodology, they concluded that individual investors’ buying behavior is driven by 
attention-grabbing stocks, while institutional investors are less influenced. Nevertheless, it is rather 
difficult to measure the influence of attention-grabbing stocks daily. Hence, the authors measure the 
effect of attention-grabbing stocks through excessive returns, abnormal trading volume and news. They 
argue that stocks that grab the investors’ attention first are the ones they’ll probably end up buying. 
Therefore, they tested for the portfolio of stocks that investors prefer or in this case “buy” rather than 
“sell”. However, it is rather difficult for investors to select which stock to buy from the market than to 
sell from their own portfolio basket. Also, that it is challenging for investors to select which stocks to 
buy because of the so many alternatives they have. Therefore, individuals end up creating their 
portfolios based on their personal preferences. For examples, those who follow a momentum strategy 
will buy high performance stocks, while those are contrarian traders will buy less performing stocks. 
Nevertheless, this is not the case for institutional investors as they experience difficulties in selling 
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their stocks when compared with individual investors. Also, it is relatively easier for institutional 
investors to gather and filter information to a specific sector or meeting criteria.  
Some studies aimed to investigate the trading performance of foreign investors before and 
during crisis periods. For example, Kim and Wei (2002) investigated the trading behavior of 
international investors before and during the crisis period in Korea. Through a classification of the 
investors to resident institutional, non-resident institutional, resident individual and non-resident 
individual investors, the authors could examine the trading behavior of each investors’ class. They 
used a monthly data set for the period 1996 to 1998, retrieved from the Korean Stock Exchange (KSE) 
and provided evidence that that the foreign individual and institutional investors don’t engage in 
herding in their trading behavior. Also, their impact on stock prices is minimal as they represent only 
15% of the total market capitalization. 
Chiang et al. (2012) are more concerned with the impact of different investors’ trading on 
market equilibrium. They study the dynamic trading performance of foreign and domestic investors in 
Taiwan. Through using co-integration model in their analysis of the trades in the Taiwanese Stock 
Exchange for the period 1999 to 2006, they concluded that neither foreign –individual and 
institutional, nor domestic –individual and institutional- investors are leading in the Taiwanese stock 
market). However, in the case of market equilibrium only domestic individuals’ purchases result in an 
increase in the stock prices and have an edge in trading performance. Moreover, upon diversion from 
market equilibrium foreign and domestic institutional purchases positively affect stock prices and 
trading negatively affect them. However, because of their trading performance, foreign investor’s 
existence in the Taiwan stock market has appeared to be crucial for the market’s overall performance. 
 
2.3 Relationship between Investor Flows and Returns 
Previous research have shown that there is a relationship between equity flows and returns. 
This relationship might take place in the form of equity flows affecting market returns or the other way 
round. On the first issue, studies by Samarkoon (2009); Froot and Ramadorai (2001); Froot and 
Donohue (2002); Choe et al. (1999); Ulku and Weber (2011); Lee et al. (2010); Griffin et al. (2007); 
Richards (2003) and Dahlquist (2015) show that returns affect equity flows. While others such as 
Chiang et al. (2012), Froot et al. (2001) and many others show that equity flows affect market returns. 
On the other issue, there appears to be an autocorrelation in equity flows and returns. Positive feedback 
trading takes place when investors tend to sell their securities upon a decline in the market and buy as 
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soon as the market is rising. This causes a further decline or rise resulting in increasing market 
volatility. Foreign and domestic investors, whether individual or institutional are either positive or 
negative feedback traders. Samarkoon (2009); Ulku and Weber (2013); Froot et al. (2001); Chai-Anant 
and Ho (2008); Choe et al. (2001); Ulku and Weber (2011) and Reis et al. (2008) found that there is a 
positive feedback trading or “trend chasing” amongst foreign and domestic investors however, the 
period and the frequency of the data might reverse that pattern. Porras and Ulku (2015) disagreed with 
the above, showing a negative feedback trading behavior amongst foreign investors in Madrid Stock 
Exchange. Some of the previous literature was carried out with daily data such as that by Samarkoon 
(2009); Ulku and Weber (2013); Froot et al. (2001); Choe et al. (1999); Chai-Anant and Ho (2008); 
Ulku and Weber (2011), while others such as Reis et al. (2008); Porras and Ulku (2015) used monthly 
data. 
In his study of the Sri Lanka stock market, Samarkoon (2009) investigated the relationship 
between equity flows and returns. He studied the Sri Lanka stock market through using a set of daily 
trades and market returns from 1992 to 2004, classified by investor class. His sample included 
purchases and sales trades of domestic and foreign investors, which was further segmented to 
purchases and sales trades of individuals and institutions. The main two issues studied in the paper are 
whether equity flows are affected by past returns and whether future returns can be anticipated through 
studying past equity flows. Through using Vector Auto Regressive (VAR) model and impulse response 
to identify the relationship between equity flows and returns of the two investor types, Samarkoon 
(2009) provided evidence that investors tend to be contrarian in their purchases and positive feedback 
traders in their sales during crises. Also, domestic purchases and sales are more affected by past returns 
than foreign investors, meaning that domestic investors show more contrarian and feedback behavior 
than their counter parties. He also provided evidence that purchases of domestic institutional and 
foreign individual investors are highly influenced by future returns. However, purchases of domestic 
individual are hardly influenced by future returns. And as for the sales, foreign institutional and 
individual investors’ sales are highly influenced by future returns, while domestic individual and 
institutional investors’ sales are not influenced by future returns.  
Confirming to the above, Froot and Ramadorai (2001) investigated whether the long-term price 
effect is caused by information advantage or price pressure. They examined a sample of 8 developed 
and 17 developing countries for the period 1994-1998 that was extracted from the State Street 
Corporation (SSC). They try to test for the correlation between net asset value, international equity 
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flows and closed-end fund prices. A major finding of the paper was that international flows showed 
positive correlation when compared with past absolute returns, yet negative correlation when 
compared with relative returns. 
This was further explored by Donohue and Froot (2002), while they were investigating the 
relationship between equity flows and market returns and their ability of predicting future inflows in 
the same country. Through using the decomposition methodology on a data set from State Street 
Corporation for 471 funds, trading in 15 developing countries for 2,166 days, they found that 
regardless of the frequency of the data, the persistence is very high and that institutional flows are 
affected by past returns. This means that, current institutional flows are prognostic of future market 
returns. 
Another study by Griffin et al. (2004) investigates the dynamics of frequent equity flows 
through examining investment behavior of rational investors. They anticipate that equity flows in a 
country are caused by domestic stock market returns. They also predict that flows in a country 
increases upon a stock return in other bigger countries. They used a data set (1996-2001) of daily 
equity flows for 9 developing markets (Taiwan, Thailand, Indonesia, Korea, Philippines, Slovenia, 
India, Sri Lanka, and South Africa). After using a bivariate VAR model and impulse response analysis 
and concluded that global equity returns drive equity flows for example such as Asia’ inflows are 
affected by returns from North America. Also, foreign investment increase upon positive domestic 
returns and decrease upon negative domestic returns.  
This was further investigated in 2007 in his study of the relationship between weekly stock 
returns and trading activity across 46 countries, through using a trivariate Vector-Auto Regression 
model and analysis of a data set from 1993 to 2003. While focusing on the trading behavior of 
investors post positive and negative returns, Griffin et al. (2007) concluded that turnover is affected 
almost exactly by positive and negative shocks and that the larger the shock, the higher the volume 
traded.  They argue that the relationship is stronger in unstable economies such that where institutional 
investors are not very important and corruption exists. Also, the markets that lack short selling have a 
stronger relationship between returns and volume traded, while the markets with less informational 
efficiency the relationship is weaker. Surprisingly, they found that the relationship between returns and 
volume is stronger for individual investors, who are less informed and only depend on past returns in 
their trading behavior, while it is weaker for foreign investors. 
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Furthermore, Dahlquist (2001) and Ulku and Weber (2011) provide evidence that after 
controlling for developed market returns, emerging market returns drive foreign equity flows. In their 
study of the foreign investors’ trading behavior, Dahlquist (2001) used Vector Auto-Regression model 
with exogenous variables (VARX) to analyze data for the period 1993 to 1998 for the individually 
listed stocks in the Stockholm Stock Exchange (SSE).  
Ulku and Weber (2011) used Vector Auto-Regression model to analyze the daily (2004-2010) 
and monthly (1997-2010) normalized foreign flows in Emerging European markets. Falling midway 
between whether foreign investors are positive or negative feedback traders, Ulku and Weber (2011) 
argues that the trading behavior differ with data frequency. For example, on monthly frequency, 
foreigners are negative-feedback traders and on daily frequency, foreigners are positive-feedback 
traders. This was concluded through studying the foreign investors’ trading behavior in emerging 
European markets and a structural conditional correlation (SCC) model. An analysis of the daily and 
monthly normalized foreign flows was conducted on a daily set was from May 2004 to October 2010 
and the monthly data was from January 1997 to September 2010. The monthly data was extracted from 
ISE and the daily from CRAT. This segregation of the data to daily and monthly frequencies allowed 
the authors to gain a microscopic insight of the behavioral changes across different frequencies. 
This was further explored by Ulku and Weber (2013), who investigates the simultaneity and 
relationship between returns and flows. They used daily data from the Korean Stock Exchange (KSE) 
for the period 2001 to 2011, a Structural Conditional Correlation (SCC) model and Impulse Response 
analysis to examine the relationship between equity flows and returns in Korea. The SCC model was 
used to identify the simultaneous interaction between flows and returns on the daily level. It allows the 
identification of information content of various investor groups’ trading behavior and their response to 
public and private information reflected in the stock prices. Moreover, the impulse response analysis 
was used to examine the permanent the impact of various trading behaviors on market returns. 
Therefore, the authors concluded that domestic individual and foreign institutional investors were 
positive feedback traders, however the latter holds a significant information content. Through breaking 
down domestic institutional investors, the authors concluded that the institutional buyers are negative 
feedback traders, have information content and forecast ability, which reflect their role in creating 
liquidity in the market. Pension funds and banks are negative feedback traders, yet their negative 
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trading is not associate to future returns. Even though, private funds possess weak investment 
strategies, they are positive feedback traders.  
Confirming with the above literature, Chai-Anant and Ho (2008) found a significance of 
“return chasing” and “positive feedback trading” behaviors, while examining the relationship between 
foreign investors’ daily trades in 6 developing Asian markets and returns and exchange rates.  Through 
extracting a daily data set for 6 emerging countries (Taiwan, Indonesia, Korea, Thailand, Philippines 
and India) and running it with Vector-Auto Regression (VAR) and Granger causality test, the authors 
found evidence of positive feedback trading by foreign investors and that an increase in net inflows is 
accompanied with an increasing market returns.  
Froot et al. (2001) affirmed the significance of foreign investors’ exhibiting positive feedback 
trading as his study shows that equity flows are positively related to past returns. In his study, which 
examined the equity flows by foreign investors across 44 countries, Froot et al. (2001) used daily 
international equity flows for the period 1994 to 1998. The data was exported from the State Street 
Bank & Trust (SBB) and divided into five categories, Developed Countries, Latin America, Emerging 
East Asia, Emerging Europe and Other Emerging Countries. Through using Vector Auto-Regression 
(VAR) model and impulse response analysis, the authors concluded that the lagged equity flows, 
currency returns and net inflows are positively correlated, which means that foreign investors are 
positive feedback traders. They also noted that an average of 70% of the quarter-covariance between 
inflows and market return can be explained by trend chasing.  
Another study by Choe et al. (1999) provided evidence that foreign investors are positive 
feedback traders, yet it doesn’t destabilize the Korean market. In their investigation of the impact of 
foreign investors on market return and further examination of whether positive feedback trading and 
herding are destabilizing to the stock market or not, they used a data set from 1996 to 1997 to account 
for the Korean economic crisis of 1997. They divided investors into three classes, domestic individual 
investors, domestic institutional investors and foreign investors. Theoretically, herding and positive 
feedback trading result in prices moving away from fundamentals and destabilization of stock prices, 
which indicates that prices exhibit momentum. Therefore, when foreign investors start selling, prices 
fall as investors who trade on fundamentals prevent positive feedback traders from pushing prices 
away from fundamentals.  
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Through the examination of positive feedback trading and herding, Choe et al. (1999) found 
that foreign investors’ sales are not destabilized. Then they examined the daily returns and surprisingly 
they provided evidence that the impact of domestic purchases on returns is much more significant than 
that of foreign sales. Therefore, they conclude that foreign investors don’t destabilize the Korean stock 
market. More importantly, they prove that the Korean stock market adjusts rapidly to large foreign 
investors’ sales and that these sales aren’t accompanied with negative abnormal returns.  
Choe et al. (1999) and Lee et al. (2010) argue that market returns don’t affect equity flows. In 
his study of the Korean market that aimed to study the impact of foreign investors on market return, 
Choe et al. (1999) used a data set from 1996 to 1997 and divided investors into three classes, domestic 
individual investors, domestic institutional investors and foreign investors. This classification allowed 
the authors to examine the effect of net purchases by domestic and foreign investors on stock returns 
initiated by both types of investors. Surprisingly, they found that during the Korean crisis, the sign of 
yesterday’s stock return is not indicative of today’s foreign investors’ trades. Additionally, while 
examining herding, Choe et al. (1999) argue that foreign investors use herding in their buy and sell 
trades. This results in destabilization and overheat upon entering and exiting the stock market. Since, 
trades by foreign investors are driven by past returns, they practice positive feedback trading, which 
lead to herding. While investigating this behavior, they find it to be significantly positive. Also, during 
the crisis period herding doesn’t decrease for large stocks, which might be due to the lower liquidity. 
Hence, the authors separate the data into two sets, prior to the crisis and during the crisis. They found 
that before the crisis, positive feedback trading is significantly positive, while during the crisis it has 
proven to be weaker. This means that foreign investors’ purchases increase and tend to outperforming 
stocks, when the market is increasing and vice versa.  
Moreover, Lee et al. (2010) examined the relationship between trades of investors -individual 
and institutional- and market returns, through using daily data from the Shanghai Stock Exchange for 
the period July 2002 to December 2004. Through the application of Granger Causality and Impulse 
Response function, they concluded that trades of individuals and institutions are influenced by 
previous trades and not previous returns. 
Furthermore, Reis et al. (2008) found evidence of positive feedback trading in the Brazilian 
market, yet with no impact of foreign purchases on Bovespa returns. In his investigation of the 
relationship between foreign investment and stock returns in Brazil, Reis et al. used a monthly data 
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from the Bovespa Stock Exchange for the period 1995 to 2005. Unfortunately, they failed in using 
VAR model because of the low significance of correlation between foreign presence and lagged 
returns, thus they used a single-equation model. Then, the granger causality test showed that market 
returns caused foreign inflows and that foreign inflows didn’t cause market returns. 
On the other hand, a study by Porras and Ulku (2015) investigating the relationship between 
foreign equity flows and stocks returns globally and on individual stocks, showed that foreign 
investors exhibit negative feedback trading in Spain. While using a structural vector auto-regressive 
model to analyze the monthly data extracted data from Madrid Stock Exchange for the period 2001 to 
2011 of all sales and purchases by foreign investors, the authors found that negative feedback trading 
is absent in domestic individual investors and that it is more significant in foreign investors more than 
other European investors. Also, when there is information disadvantage among foreign investors, 
domestic individual investors ought to exhibit positive feedback trading behavior. 
Moreover, Danielsson and Love (2006) study the contemporaneous feedback trading. It is a 
phenomena that occurs when aggregate prices and orders simultaneously affect each other. They argue 
that when aggregating order flows, feedback trading arise as a consequence, thus they use variable 
techniques as an estimator. By implementing instrumental variables technique, the authors ran a VAR 
model that allows concurrent feedback trading on a data set of 8 months, from December 1999 to July 
2000. Then they discovered that once they incorporate feedback trading, price impact of trades 
increase, which supports microstructure theories and order flows models, thus the significance of 
positive feedback trading.  
On the other hand, regardless of using two different data sets on two different markets, Chiang 
et al. (2012) and Froot et al. (2001) argue that market returns are highly influenced by equity flows. 
Chiang et al. (2012) worked on a sample from the Taiwan stock market in order to investigate the 
performance of emerging stock markets upon introducing foreign investment. They used co-integration 
model of Hansen and Seo (2002) in their non-linear dynamic trading analysis and found that purchases 
of institutional domestic and foreign investors positively affect prices, while purchases of individual 
domestic and foreign investors negatively affect them. While, Froot et al. (2001) examines the equity 
flows by foreign investors across 44 countries by using daily international equity flows for the period 
1994 to 1998. Through using Vector Auto-Regression (VAR) model, they found that emerging 
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countries’ inflows have positive forecasting power for the future market returns. Also, Stock prices are 
sensitive to international equity flows and are significantly positive. 
2.4 Conclusion  
While previous literature aimed to investigate the relationship between equity flows and returns 
through different approaches, there will always be a gap to be further explored. For example, some 
studies used different frequencies (daily, monthly), different markets, different methodology only to 
understand the relationship between equity flows and market returns. Also, the investor classes were 
different, some used domestic and foreign investors, while others used individual and institutional 
investors. Therefore, this thesis aims to examine the relationship between returns and trades by three 
different investor classes, of which Arab investors are separated from foreign investors. To my 
knowledge, this is the first thesis that not only separates Arab investors from foreign investors, but it 
also examine the relationship between equity flows and return in the emerging market of Egypt and the 
first in the MENA region. 
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CHAPTER III 
 
 
 
HISTORY OF THE EGYPTIAN STOCK EXCHANGE (EGX) 
 
3.1 Institutional Framework 
Egypt’s financial market is considered one of the oldest markets in the MENA region. It 
is the platform for companies seeking funds from investors in order to enhance their operating 
activities. Also, it is considered a significant pillar for the overall growth and development of the 
Egyptian economy. It is the medium through which individual and institutional investors 
generate medium to long-term returns over their investments. Accordingly, these investments are 
utilized by corporations for further growth and expansion, which results in higher economic 
growth rates, lower unemployment rates and higher standards of living. 
The Egyptian capital market dates back to 1883, when the Alexandria Stock Exchange 
first opened its platform for trading, followed by the Cairo Stock Exchange in 1903, which when 
both merged, they were called the Egyptian Stock Exchange. In 1907, the number of listed 
companies in the Egyptian Stock Exchange was 228 with a market cap of 91,000,000 EGP. In 
the 1940s, the Egyptian Stock Exchange was the 5th most active exchange across the globe. 
However, due to the nationalization that took place in the 1960s, the stock exchange starting 
withdrawing vigorously up until the application of privatization and economic reforms.  Then, 
the stock market started recovering after the issuance of the Capital Market Law for the year 
1992. Also, with the introduction of new businesses across different fields and industries and 
proper adherence to legislations and international standards and principles, the market started 
booming.  
There are several indices in the Egyptian Stock Exchange such as EGX 20 capped, 
EGX30, EGX 70, EGX 100 and Nile Index. The constituents of the EGX 20 Capped are the most 
active shares in terms of liquidity and market cap with a maximum of 10% of the total weight for 
each constituent. Moreover, the most commonly known index is the EGX 30. It includes the 
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thirty most liquid and active shares traded in the Egyptian Stock Market and is a market 
capitalization weighted index adjusted with free-float (Trading Economics). Previously, it was 
called the Cairo Alexandria Stock Exchange 30 (CASE 30) and was first constructed with a base 
value of 1,000 base points on the 2nd of January 1998. Its value is calculated in EGP and have 
been denominated in USD since 1998. EGX30 criteria for selection of stocks is to have a 
minimum of 15% of the company shares free floating to ensure that the index components 
represents the true value of the company. Furthermore, the EGX 70 includes the 70 most liquid 
shares after the exclusion of the 30 shares in the EGX 30. It was first created in March 2009 to 
measure the performance of stocks through monitoring the change in their closing prices without 
weighting them by market cap. Then by August 2009, the EGX 100 index was constructed to 
combine the EGX 30 and EGX 70 shares. As for the Nile Index (NILEX), it is a platform for 
growing small to mediums companies, which was launched in February 2014 with a 1000 base 
point. Its constituents are from various industries to provide a clear representation of the 
economy.  
Table 1 Number of Companies Listed on the EGX during Sample Period 
Companies Listed on the Stock Exchange (CBE)* 
Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Number of companies (in unit) 803 770 656 544 377 333 215 211 212 212 
* Data from Central Bank of Egypt 
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CHAPTER IV 
 
 
DATA AND METHODOLOGY 
 
4.1 Data 
 
This study uses daily equity flows and market returns for the active stocks classified by 
investor class. The data was extracted from the Egypt for Information Dissemination (EGID) for 
the stocks traded in the Egyptian Stock Exchange. The EGID is a subsidiary of the Egyptian 
Stock Exchange (EGX) and was established in 1999. It is the framework for all trading data of 
listed securities in the EGX. The data consists of 3 main investors’ classes Domestic, Arab and 
Foreign investors. Each class is divided into two types Individual and Institutional, which are 
further segmented according to their purchases and sales trades. This classification aims to study 
separately the relationship between equity flows by each investor type and nature across 
Domestic, Arabs and Foreign and market returns. 
Table (2) provides a definition of all the 18 equity flows variables. The purchases and 
Sales of each trade in identified as Domestic Purchases (DP), Domestic Sales (DS), Domestic 
Individual Purchases (DIP), Domestic Institutional Purchases (DCP), Domestic Individual Sales 
(DIS), Domestic Institutional Sales (DCS), Arab Purchases (AP), Arab Sales (AS), Arab 
Individual Purchases (AIP), Arab Institutional Purchases (ACP), Arab Individual Sales (AIS), 
Arab Institutional Sales (ACS), Foreign Purchases (FP), Foreign Sales (FS), Foreign Individual 
Purchases (FIP), Foreign Institutional Purchases (FCP), Foreign Individual Sales (FIS) and 
Foreign Institutional Sales (FCS). This study examines the purchases and sales of each of the six 
investor classes.  
The data set covers 10 years from 4th of January 2004 to 31st December 2013, including 
the flows of the 212 stocks listed on the EGX, which amount to 4,072,770,769,035 in value 
traded, 360,527,821,310 in volume traded and 146,691,299 in the number of transactions during 
this period. 
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Table 2 Classification of Investor Groups 
Investor Class Purchases Sales 
Domestic Individual DIP 
DP 
DIS 
DS 
Domestic Institutional DCP DCS 
          
Arab Individual AIP 
AP 
AIS 
AS 
Arab Institutional ACP ACS 
          
Foreign Individual FIP 
FP 
FIS 
FS 
Foreign Institutional FCP FCS 
 
Domestic Purchases is equal to Domestic Individual Purchases (DIP) and Domestic Institutional Purchases (DCP), 
while Domestic Sales is equal to Domestic Individual Sales (DIS) and Domestic Institutional Sales (DCS). Arab 
Purchases is equal to Arab Individual Purchases (AIP) and Arab Institutional Purchases (ACP), while Arab Sales is 
equal to Arab Individual Sales (AIS) and Arab Institutional Sales (ACS). Foreign Purchases is equal to Foreign 
Individual Purchases (FIP) and Foreign Institutional Purchases (FCP), while Foreign Sales is equal to Foreign 
Individual Sales (FIS) and Foreign Institutional Sales (FCS).  
Table (3) presents the main characteristics of the sample data used in the study. It is 
divided into three subsets Panel A, B and C. Panel A provides the characteristics of the equity 
flows transactions. On average, the highest total transactions was approximately (59,207) with 
the highest number of transactions per day specifically by Domestic Institutional investors 
(29,327) and the lowest by Arab Individual Investors (1,492). Moreover, Panel B shows the 
descriptive statistics of daily market returns and equity flows values. On average, the daily 
average return is 0.058% and the highest in terms of value are Domestic Total Purchases and 
Domestic Total Sales with approximate values of 598 million and 560 million respectively. 
Again, it is very important to note that Domestic Institutional Purchases and Sales are the highest 
in terms of value (approx. 296 million and 284 million) and the lowest are Arab Institutional and 
Individual Sales (approx. 41 million and 42 million). Furthermore, Panel C shows the 
characteristics of equity flows by volume. On average, the highest volume traded was by 
Domestic Institutional investors (approx.74 million) and the lowest was by Foreign Institutional 
investors (approx. 5.3 million). 
The sample data used is free from biases since all the transactions have been used for the 
10 year period with only capping the data in an attempt to diminish the distortion of the results. 
The results are all presented in Egyptian Pound as well as the returns. Also, the market returns 
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are continuously compounded returns computed from the Total Market Capital from 2004 to 
2014.  
Table 3: Characteristics of the sample 
Investor Type Average Standard Deviation Minimum Maximum 
Panel A (Trades) 
    Arab Individual Trades                                1,492.29                                   1,871.87                                          2                             72,163  
Arab Institutional Trades                                 1,284.15                                        840.91                                       85                                5,541  
Arabs Total Trades                                 2,776.44                                   2,286.18                                    129                             76,815  
Domestic Individual Trades                              24,879.75                                32,699.03                                    255                          245,001  
Domestic Institutional Trades                              29,327.95                                34,695.23                                    399                          279,894  
Domestic Total Trades                              54,207.70                                35,965.30                               5,245                          524,895  
Foreign Individual Trades                                 2,172.98                                   2,519.21                                       13                             17,368  
Foreign Institutional Trades                                 1,434.08                                   1,955.62                                          2                             17,129  
Foreigners Total Trades                                 3,607.06                                   2,353.11                                       94                             17,789  
Stock Market Total Trades                              60,591.20                                38,611.02                               5,936                          534,273  
Panel B (Values) 
    
Returns                                   0.00058                                     0.01391                       (0.22047)                         0.11812  
Arab Total Purchases                    91,373,733.51                   357,918,370.48                         892,031        16,665,417,459  
Arab Individual Purchases                    44,228,895.76                   341,920,537.62                         174,795        16,655,552,220  
Arab Institutional Purchases                    47,183,816.53                      84,850,473.92                               1,495           1,722,002,128  
Arab Total Sales                    84,347,730.38                   178,281,036.90                         911,854           5,589,731,128  
Arab Individual Sales                    42,676,772.54                   155,844,853.41                         709,142           5,459,094,068  
Arab Institutional Sales                    41,861,157.23                      64,098,597.93                            12,400           1,658,457,786  
Arab Net Flows                       7,026,003.13                   362,555,579.94        (3,675,039,879)       16,271,628,830  
Domestic Total Purchases                 598,670,966.32              1,684,189,524.76                  27,096,971        72,157,367,874  
Domestic Individual Purchases                 296,414,542.28              1,498,270,893.43                     2,357,263        71,084,731,185  
Domestic Institutional Purchases                 302,256,424.04                   711,760,665.67                     1,989,898        19,477,561,903  
Domestic Total Sales                 560,483,603.08                   794,092,124.31                  26,437,201        19,991,488,496  
Domestic Individual Sales                 276,227,017.68                   505,311,545.05                     4,047,255        14,511,656,168  
Domestic Institutional Sales                 284,256,585.40                   607,391,275.47                     1,777,137        19,516,072,769  
Domestic Net Flows                    38,187,363.24              1,521,389,039.67        (8,008,267,565)       71,063,013,124  
Foreign Total Purchases                 151,534,726.84                   377,247,290.87                         384,653           8,905,074,542  
Foreign Individual Purchases                    79,467,598.50                   368,786,730.75                               2,450           8,875,462,338  
Foreign Institutional Purchases                    72,132,776.91                   126,216,725.98                               6,956           2,815,353,637  
Foreign  Total Sales                 195,857,215.52              1,596,333,960.22                         687,449        71,532,378,641  
Foreign Individual Sales                 123,520,540.39              1,549,864,926.88                               4,099        71,527,460,267  
Foreign Institutional Sales                    72,366,566.32                   402,494,761.23                            15,872        19,040,998,926  
Foreign Net Flows                  (44,322,488.68)             1,554,320,595.50     (71,162,779,377)          7,955,697,272  
Panel C (Volume) 
    
Arabs Individual Volume                       6,162,179.97                         7,557,190.75  0               153,325,061  
Arabs Institutional Volume                       5,973,330.57                      11,395,493.52  0               441,428,698  
Arabs Total Purchases Volume                       5,871,118.00                         6,555,217.30  0               104,898,722  
Arabs Total Sales Volume                       6,264,392.53                      11,225,123.03  0               436,334,264  
Domestic Individual Volume                    47,994,557.20                      64,336,751.64  0               652,507,043  
Domestic Institutional Volume                    74,472,649.35                      94,447,535.69  0               696,804,135  
Domestic Total Purchases Volume                    61,312,960.81                      50,880,764.65  0               453,497,027  
Domestic Total Sales Volume                    61,154,245.73                      50,794,428.26  0               458,156,373  
Foreign Individual Volume                       8,436,688.43                      16,341,192.19  0               375,745,409  
Foreign Institutional Volume                       5,325,953.05                      16,062,950.25  0               391,752,769  
Foreign Total Purchases Volume                       6,810,868.63                      13,843,374.78  0               383,539,951  
Foreign Total Sales Volume                       6,951,772.86                      11,596,521.42  0               320,596,684  
Stock Market Total Volume                 148,365,358.56                   121,566,176.43  0          1,050,710,258  
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4.2 Methodology: 
 
This paper studies the relationship between equity flows and market returns in the 
Egyptian Stock Market. It examines whether there is an impact of equity flows on returns and/or 
impact of returns on market returns through the application of a bi-variate vector autoregression 
model (VAR) on the sample data from 4th of January 2004 to 31st of December 2013. It is 
important to examine whether there is positive/negative autocorrelation between past equity 
flows and future flows. However, it is also important to control for information asymmetries 
when using past returns to predict future equity flows and control for price pressure effect of past 
equity flows when predicting future returns. Therefore, vector autoregression is used to control 
for such cases through specifying the number of lags of the dependent variables. Also, there are 
two models used to study the relationship between flows and returns, “Flow Model” and “Return 
Model”. 
Flow Model 
𝐹𝑙𝑜𝑤𝑡 =  𝛽0 + ∑ 𝛽1𝑚𝐹𝑙𝑜𝑤𝑡−𝑚
3
𝑚=1 + ∑ 𝛽2𝑚𝑅𝑒𝑡𝑡−𝑚
3
𝑚=1 +  𝛽3𝐷𝐶𝑡 + 𝛽4𝐷𝑅𝑡 + ∑ 𝛽5𝑀𝑆𝐶𝐼𝑡−𝑚
2
𝑚=1 +
∑ 𝑅𝑒𝑡𝐷𝐶𝑡−𝑚
2
𝑚=1 + ∑ 𝑅𝑒𝑡𝐷𝑅𝑡−𝑚
2
𝑚=1 + 𝜀1eq. (1) 
Return Model 
𝑅𝑒𝑡𝑡 =  𝛼0 + ∑ 𝛼1𝑚𝐹𝑙𝑜𝑤𝑡−𝑚
2
𝑚=1 + ∑ 𝛼2𝑚𝑅𝑒𝑡𝑡−𝑚
2
𝑚=1 + 𝛼3𝐷𝐶𝑡 + 𝛼4𝐷𝑅𝑡 + ∑ 𝛼5𝑀𝑆𝐶𝐼𝑡−𝑚
2
𝑚=1 +
∑ 𝛼6𝐹𝑙𝑜𝑤𝐷𝐶𝑡−𝑚
2
𝑚=1 + ∑ 𝛼7𝐹𝑙𝑜𝑤𝐷𝑅𝑡−𝑚
2
𝑚=1 + 𝜀2                                                                                       eq. (2) 
β0, 𝛼0 = Constants 
Flowt= Equity flows on dayt 
Flowt−m= Equity flows on dayt−m 
Rett = Stock return on dayt 
Rett−m =Stock return on dayt−m , where m= 1 to 3 in flow model and m =1 to 2 in return model 
DCt = Dummy for the Global Financial Crisis 
DRt = Dummy for the 2011 Egyptian Revolution 
RetDCt−m = Flows-sensitivity to returns induced by the Global Financial Crisis, where m = 1 to 2 (Ret*DC) 
RetDRt−m = Flows-sensitivity to returns induced by the 2011 Egyptian Revolution, where m = 1 to 2 (Ret*DR) 
FlowDCt−m = Return-sensitivity to flows induced by the Global Financial Crisis, where m = 1 to 2 (Flow*DC) 
FlowDRt−m = Return-sensitivity to flows induced by the 2011 Egyptian Revolution, where m = 1 to 2 (Flow*DR) 
MSCIt = MSCI Emerging Market Index,    MSCIt−m = MSCI Emerging Market Index, where m =1 to 2 
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In the VAR model, the equity flows and daily returns are considered endogenous 
variables, while the financial crisis dummy, Egyptian revolution dummy and MSCI are 
exogenous variables. The VAR model was run on the 18 equity flows variables (see Table 1). 
The flow and return functions were represented separately for each of the 18 variables. To 
capture any economic or financial crisis impact on equity flows and returns, two dummy crises 
variables for the global financial crisis and Egyptian revolution crisis were used. During the 
crisis period, it is equal to 1 and 0 in non-crisis periods. Following Samarakoon (2009), a return 
multiplied by the dummy variables (Ret*DC and Ret*DR) were used, the first for capturing any 
flows-sensitivity to returns induced by the global financial crisis and the latter for capturing any 
flows-sensitivity to returns induced by the 2011 Egyptian Revolution. Accordingly, a flows 
multiplied by the dummy variables (Flows*DC and Flows*DR) were used, the first to capture 
any Return-sensitivity to flows induced by the Global Financial Crisis and the latter to capture 
any Return-sensitivity to flows induced by the 2011 Egyptian Revolution. Moreover, the data 
was distorted therefore, to normalize the effect of the outliers, I winsorisized the flows data at the 
0.5%. Also, as an extension on the methodology of Samarakoon (2009), I considered the effect 
of the international equity markets movements on the investment and flows in the domestic 
Egyptian stock exchange. It is well known as in Ulku and Weber (2010) that the MSCI is a good 
proxy for the international equity market movements. I therefore, included this as a variable in 
the regression in both the flow model and return model. 
The flow model equation provides evidence of the impact on equity flows by past returns. 
The key variable is the coefficient ofRett−m, where m = 1 to 3, which shows whether past 
returns affect equity flows or not .This variable is used to control for information contained in 
past equity flows about future equity flows. Furthermore, the return model equation provides 
evidence of the impact on future returns by past equity flows.Flowt was used as a regressor to 
control for the expected price pressure on the equity flows. The variable was used for three lags 
also to control for information. Flowt−m  was also used to identify the ability of prediction of 
future returns by past equity flows after controlling for past returns and concurrent equity flows. 
Moreover, Akaike Information Criterion (AIC) was used to identify the number of lags in the 
VAR model, which are three lags.  
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Also, impulse response function was used to examine the response of equity flows to one 
shock in returns. Prior to using the VAR model, the data was tested for stationary. Augmented 
Dickey Fuller unit root test was used and I rejected the null hypothesis as the equity flows and 
returns appeared to be stationary.  
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CHAPTER V 
 
 
RESULTS 
 
5.1 Do past market returns affect equity flows? 
 
Table 4 shows the coefficients in the regression of equity flows on returns by investor 
class. The main purpose of using the VAR model is to assess the forecasting ability of returns to 
equity flows. The dummy variables were included to control for the effect of external factors and 
financial crisis.  
Panel (I) presents the coefficients of aggregate Domestic Purchases (DP), Domestic 
Institutional Purchases (DCP) and Domestic Individual Purchases (DIP). Equity purchases by 
Domestic investors are positively significant with past returns. The past returns at the first and 
second lags are positively related to equity purchases by domestic individual investors, but 
insignificant for domestic institutional investors. For the DIP, the highest coefficient was the first 
lag Rett−1 and it appears to be declining in the third lagged equity return, while for the DCP, all 
the third lagged return is insignificant. This means that the domestic individual investors are 
positive feedback traders and as returns increases, purchases by domestic individuals increases 
and vice versa. This also means that yesterday’s returns result in an increase in today’s equity 
purchases by domestic individuals.  
Panel (II) presents the coefficients of aggregate Arab Purchases (AP), Arab Institutional 
Purchases (ACP) and Arab Individual Purchases (AIP). Equity purchases by Arab investors are 
positively significant with past returns also. The highest and sole lagged returns that is 
significant for purchases by Arab investors is the first lagged returns. Both institutional and 
individual investors exhibit positive feedback trading and their equity purchases are positively 
related to past equity returns. Meaning that, yesterday’s returns result in an increase in today’s 
equity purchases by Arab individual and institutional investors. However, the second and third 
lags are insignificant for all the Arab investors.  
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Table 4: Flow Model 
Investor 
Class 
Constant Flow t-1  Flow t-2  Flow t-3 Ret t-1  Ret t-2  Ret t-3 MSCI(t) MSCI(t-1) MSCI(t-2) DC(t) DR(t) 
RET 
DC(t) 
Ret  
DC(t-1) 
Ret  
DC(t-2) 
RET 
DR(t) 
RET  
DR(t-1) 
RET 
DR(t-2) 
DW 
P-
value 
Panel (I)                                         
DP 0.07 0.377 0.243 0.246 1.9 0.659 -0.482 0.535 4.187 -1.913 0.011 -0.028 -0.094 -1.963 -0.55 0.712 -1.415 -0.58 
2.1 0 
  (7.45)*** (18.94)*** (11.73)*** (12.40)*** (4.45)*** (1.55)* (-1.27)* -0.192 (1.480)* (-0.669) -0.455 (-1.400)* (-0.078) (-1.567)* (-0.440) -0.544 (-1.038) (-0.427) 
DCP 0.071 0.152 0.039 0.098 0.157 0.106 -0.393 0.691 -2.268 -1.228 0.01 -0.02 0.224 -0.199 0.161 0.465 -0.082 0.265 
2.0 0 
  (13.76)*** (7.45)*** (1.91)** (4.82)*** (-0.50) -0.34 (-1.4)* (-0.338) (-1.08) (-0.58) (-0.60) (-1.38)* (-0.25) (-0.21) -0.17 -0.48 (-0.08) (-0.26) 
DIP 0.024 0.464 0.3 0.176 1.94 0.575 -0.078 0.494 6.924 -1.613 0.002 -0.012 -0.387 -1.806 -0.681 0.162 -1.569 -0.904 
2.1 0 
  (5.10)*** (22.94)*** (13.99)*** (8.76)*** (9.19)*** (2.69)*** (-0.41) -0.35 (4.96)*** (-1.14) -0.19 (-1.20) (-0.65) (-2.92)*** (-1.10) -0.25 (-2.33)** (-1.34) 
Panel (II)                                         
AP 0.013 0.373 0.249 0.216 0.274 -0.057 0.018 -0.132 1.536 -0.157 0.001 -0.01 0.126 -0.511 -0.034 0.068 -0.475 0.079 
2.1 0 
  (7.75)*** (18.6)*** (11.90)*** (10.8)*** (3.13)*** (-0.65) -0.22 (-0.23) (2.64)*** (-0.26) -0.23 (-2.32)** -0.51 (-1.99) (-0.13) -0.25 (-1.69)** -0.28 
ACP 0.008 0.336 0.201 0.215 0.103 -0.049 0.031 -0.203 0.543 -0.087 0.003 -0.005 0.056 -0.185 -0.01 0.014 -0.215 0.112 
2.1 0 
  (9.7)*** (16.8)*** (9.68)*** (10.7)*** (2.35)*** (-1.12) -0.79 (-0.71) (1.86)** (-0.29) -1.03 (-2.39)*** -0.45 (-1.43)* (-0.08) -0.1 (-1.53)* -0.8 
AIP 0.009 0.367 0.215 0.227 0.183 0.016 0 0.022 0.964 -0.106 0 -0.007 0.071 -0.324 -0.037 0.054 -0.264 -0.056 
2.1 0 
  (7.95)*** (18.41)*** (10.32)*** (11.38)*** (2.94)*** -0.26 (-0.001) -0.054 (2.34)*** (-0.25) (-0.01) (-2.46)*** -0.4 (-1.78)** (-0.20) -0.28 (-1.33)* (-0.28) 
Panel (III)                                         
FP 0.043 0.258 0.224 0.188 0.45 -0.5 -0.008 -0.218 1.03 -0.947 0.015 -0.007 -0.025 -0.82 0.457 0.216 -1.341 -0.437 
2.1 0 
  (11.38)*** (12.86)*** (11.09)*** (9.38)*** (2.37)*** (-2.64)*** (-0.04) (-0.17) -0.81 (-0.74) (1.37)* (-0.84) (-0.046) (-1.46)* -0.82 -0.36 (-2.20)** (-0.72) 
FCP 0.043 0.255 0.219 0.186 0.427 -0.498 -0.004 -0.336 0.999 -0.986 0.015 -0.007 -0.014 -0.812 0.409 0.202 -1.298 -0.448 
2.1 0 
  (11.52)*** (12.70)*** (10.8)*** (9.28)*** (2.26)** (-2.65)*** (-0.02) (-0.27) -0.796 (-0.77) (1.39)* (-0.74) (-0.02) (-1.46)* -0.73 -0.34 (-2.14)** (-0.74) 
FIP 0.002 0.313 0.163 0.153 0.021 0.001 -0.002 0.102 0.023 0.038 0.001 -0.001 -0.016 -0.008 0.039 0.023 -0.031 0.017 
2 0 
  (10.75)*** (15.42)*** (7.75)*** (7.568)*** (2.53)*** -0.148 (-0.331) (1.89)** -0.43 -0.68 (1.35)* (-2.34)*** (-0.69) (-0.32) (1.62)* (-0.90) (-1.16) -0.64 
Panel (IV)                                         
DS 0.063 0.43 0.22 0.226 2.076 0.364 -0.049 2.441 3.635 1.389 0.013 -0.023 -0.491 -2.467 -0.878 0.913 -1.178 0.161 
2.1 0 
  (7.35)*** (21.54)*** (10.29)*** (11.33)*** (5.40)*** -0.94 (-0.14) -0.97 (1.42)* -0.53 -0.61 (-1.26)* (-0.45) (-2.18)** (-0.78) -0.77 (-0.95) -0.13 
DCS 0.068 0.171 0.059 0.061 0.205 0.019 -0.052 0.913 -2.112 1.944 0.029 -0.022 -0.059 -1.323 -0.449 0.335 -0.524 0.281 
2 0 
  (14.63)*** (8.40)*** (2.86)*** (3.01)*** -0.74 -0.069 (-0.21) -0.51 (-1.15) -1.055 (1.92)** (-1.74)** (-0.07) (-1.640)* (-0.55) -0.39 (-0.59) -0.32 
DIS 0.022 0.502 0.278 0.165 1.905 0.246 -0.102 1.841 5.524 -1.587 0.006 -0.01 0.017 -0.883 -0.421 0.43 -0.859 -0.281 
2.1 0 
  (5.05)*** (24.5)*** (12.5)*** (8.15)*** (9.75)*** (1.24)* (-0.58) (1.46)* (4.30)*** (-1.22) -0.58 (-1.08) -0.031 (-1.55)* (-0.74) -0.72 (-1.38)* (-0.45) 
Panel (V)                                         
AS 0.013 0.342 0.271 0.224 0.424 -0.015 0.022 -0.247 0.759 -0.446 -0.001 -0.009 -0.121 -0.523 0.076 0.163 -0.648 -0.037 
2.1 0 
  (7.71)*** (17.1)*** (13.3)*** (11.27)*** (5.07)*** (-0.17) -0.29 (-0.45) (1.36)* (-0.79) (-0.155) (-2.30)** (-0.51) (-2.12)** -0.3 -0.63 (-2.42)*** (-0.13) 
ACS 0.011 0.307 0.174 0.204 0.075 -0.078 0.105 -0.369 0.414 -0.026 0.004 -0.006 -0.05 -0.238 0.183 0.158 -0.251 0.024 
2.1 0 
  (10.41)*** (15.3)*** (8.4)*** (10.19)*** (1.30)* (-1.36)* (2.032)** (-0.97) -1.07 (-0.07) (1.35)* (-2.28)** (-0.30) (-1.40)* -1.08 -0.88 (-1.35)* -0.13 
AIS 0.006 0.327 0.278 0.25 0.362 0.09 -0.076 0.077 0.311 -0.494 -0.002 -0.005 -0.075 -0.308 -0.143 0.02 -0.378 -0.065 
2.1 0 
  (6.95)*** (16.54)*** (13.8)*** (12.7)*** (7.95)*** (1.95)** (-1.86)** -0.25 -1.02 (-1.61)* (-0.94) (-2.25)** (-0.58) (-2.30)** (-1.06) -0.14 (-2.59)*** (-0.44) 
Panel (VI)                                         
FS 0.049 0.287 0.182 0.172 0.543 -0.474 -0.335 0.432 1.122 -2.148 0.012 -0.013 0.504 -0.639 0.856 -0.012 -1.263 0.193 
2.1 0 
  (12.08)*** (14.3)*** (8.84)*** (8.56)*** (2.62)*** (-2.29)** (-1.81) -0.31 -0.81 (-1.54)* -1.016 (-1.33)* -0.86 (-1.049) (1.41)* (-0.018) (-1.90)** -0.29 
FCS 0.049 0.284 0.179 0.168 0.51 -0.495 -0.334 0.514 1.055 -2.095 0.012 -0.012 0.468 -0.574 0.843 0.017 -1.23 0.19 
2.1 0 
  (12.2)*** (14.08)*** (8.66)*** (8.35)*** (2.47)*** (-2.40)*** (-1.81)** -0.38 -0.76 (-1.51)* -1.037 (-1.25) -0.81 (-0.94) (1.39)* -0.027 (-1.85)** -0.28 
FIS 0.001 0.292 0.191 0.147 0.033 0.023 0.002 -0.086 0.07 -0.037 0 -0.001 0.033 -0.063 0.013 -0.018 -0.025 0.008 
2.0 0 
  (10.74)*** (14.46)*** (9.26)*** (7.30)*** (4.35)*** (2.99)*** -0.22 (-1.71)** (1.36)* (-0.71) -0.8 (-2.41)*** (1.5)* (-2.79)*** -0.58 (-0.75) (-1.03) -0.32 
 
Flowt= Equity flows on dayt, Rett = Stock return on dayt, DCt = Dummy for the Global Financial Crisis, DRt = Dummy for the 2011 Egyptian Revolution, RetDCt−m = Flows-sensitivity to returns induced by the Global 
Financial Crisis, where m = 1 to 2 (Ret*DC), RetDRt−m = Flows-sensitivity to returns induced by the 2011 Egyptian Revolution, where m = 1 to 2 (Ret*DR), FlowDCt−m = Return-sensitivity to flows induced by the Global 
Financial Crisis, FlowDRt−m = Return-sensitivity to flows induced by the 2011 Egyptian Revolution and MSCIt = MSCI Emerging Market Index,    MSCIt−m = MSCI Emerging Market Index. The model is estimated on 
stocks from the Egyptian Stock Exchange during the 2004-2013 period. This table shows the result of 18 series of equity flows of major investor types: domestic purchases (DP), domestic institutional purchases (DCP), 
domestic individual purchases (DIP), Arab purchases (AP), Arab institutional purchases (ACP), Arab individual purchases (AIP), foreign purchases (AP), foreign institutional purchases (FCP), foreign individual purchases 
(FIP), domestic sales (DS), domestic institutional sales (DCS), domestic individual sales (DIS), Arab purchases (AS), Arab institutional sales (ACS), Arab individual sales (AIS), foreign sales (FS), foreign institutional sales 
(FCS) and foreign individual sales (FIS). The table shows the estimated coefficients, t-statistics (in parenthesis), the Durbin-Watson (DW) statistic, and the p-value. All the variables are daily observations and measured in 
EGP. 
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Panel (III) presents the coefficients of aggregate Foreign Purchases (FP), Foreign 
Institutional Purchases (FCP) and Foreign Individual Purchases (FIP). Equity purchases by 
foreign investors are positively significant with past returns as well. Although, foreign individual 
and institutional investors tend to be positive feedback traders in the first lag Rett−1 , this trend 
reverse for foreign institutions in the second lag Rett−2 and is insignificant in foreign individuals. 
This means that foreign institutional investors become contrarian in the second lagged returns. 
This also implies that foreign institutional investors’ behavior reverse from positive feedback 
traders to contrarians as the number of lags increases.  
Panel (IV) presents the coefficients of aggregate Domestic Sales (DS), Domestic 
Institutional Sales (DCS) and Domestic Individual Sales (DIS). Equity Sales by domestic 
investors are positively related to past returns. Although the most recent lagged return is highly 
significant for the domestic individual investors, it is insignificant for the domestic institutional 
investors. This means that domestic individual investors are contrarian in their sell trades. It also 
indicates that as past returns increase, equity sales by domestic individual investors increase.  
Panel (V) presents the coefficients of aggregate Arab Sales (AS), Arab Institutional Sales 
(ACS) and Arab Individual Sales (AIS). Equity sales by Arab investors are positively related to 
past returns. Both institutional and individual Arab investors exhibit contrarian behavior in their 
sell trades. The first lag is significant and positive in sales by both individual and institutional 
Arab investors, while the second lag is merely significant and positive in sales by Arab 
individual investors.  
Panel (VI) presents the coefficient of Foreign Sales (FS), Foreign Institutional Sales 
(FCS) and Foreign Individual Sales (FIS). Equity sales by foreign investors are positively related 
to past returns during the first lagged returns Rett−1 . Both foreign institutional and individual 
investors exhibit contrarian behavior in their sell trades during the first lagged returns and this 
trend reverses for the institutional investors as the lags increase and they turn to be positive 
feedback traders.  
Relationship between Equity purchases and sales by domestic, Arab, foreign investors 
and the financial crisis dummy DCt is insignificant, except for Foreign Purchases (FP), Foreign 
Individual Purchases (FIP) and Domestic Institutional Sales (DCS). The insignificance means 
that the financial crisis dummy is not related to equity purchases and sales by the investors and 
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that their trades didn’t change in crisis periods or non-crisis periods. On the other hand, FP, FIP 
and DCS are positively related to the financial crisis dummy, which means that during the crisis 
periods, foreign individual and domestic institutional investors traded more during the crisis. As 
for the Egyptian revolution dummy, the table shows that there is a significant negative 
relationship between equity purchases and sales and the revolution dummy, except for domestic 
individual purchases and sales and foreign institutional purchases and sales. This implies that 
those with the negative relationship actually decreased their buy and sell trades during the crisis, 
while the others that showed no significance didn’t change their trading behavior before, during 
or after the crisis. 
The return multiplied by the financial crisis dummy RetDCt−m is used to measure the 
crisis-sensitivity induced by equity flows on returns. The first lag of the product of returns and 
financial crisis dummy RetDCt−1is negatively related to purchases of domestic, Arab and foreign 
investors except for Domestic Institutional Purchases (DCP) and Foreign Individual Purchases 
(FIP) as they show no significance. The negative relationship means that during crisis periods, 
returns negatively affects equity purchases so that high returns reduce buy trades and low returns 
increase buy trades. This also means that investors exhibit a contrarian behavior in their 
purchases during crisis periods. Also, the crisis induced sensitivity by equity sales is negatively 
related to returns for all investor classes except for foreign institutions. This indicates that 
investors exhibit positive feedback trading in their sales during crisis periods. In the sense that, 
an increase in returns results in a decrease in equity sales and vice versa. 
The test of joint significance of lagged returns used in forecasting future equity flows can 
be found under the header “p-value.” It is very clear in the table that lagged returns can be used 
in forecasting the equity flows for all investors, post controlling for past equity flows effect. 
Also, the significance levels used for the variables are 1%*, 5%** and 10%***. 
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Figure 2 Impulse Response of Purchases to Return Shock: 
 
Cumulative Impulse Response of purchases to a return shock. These graphs show up to 20 days, the cumulative 
impulse response of purchases of investor classes to 1% shock in returns. The results are from the VAR model in 
Table 4 
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Figure 3 Impulse Response of Sales to Return Shock: 
 
Cumulative Impulse Response of purchases to a return shock. These graphs show up to 20 days, the cumulative 
impulse response of sales of investor classes to 1% shock in returns. The results are from the VAR model in Table 4. 
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From the impulse response analysis, one can obtain an exceptional perspective on the 
effect of past returns on future equity flows. Figure 2 shows the cumulative response of buy 
trades up to 20 days resulting from a shock in returns. On the aggregate level, the return shock 
has the highest influence on the DP. A 1% shock in returns, increases the domestic purchases by 
16 base points. The same return shock increases the AP by 0.16 base points and 0.05 base points 
in FP. The impact of 1% returns shock on DP, AP and FP remains for 20+days, 20+ days and 3 
days respectively. Moreover, a 1% shock in returns increases DCP by around 0.3 base point, 
ACP by 0.4 base point and FCP by 0.5 base point. The impact of this shock in returns remains 
for 3 days, 20+ days and 3 days respectively. As for the DIP, AIP and FIP, the 1% returns shock 
increases DIP by 0.3 base points, AIP by 01.25 base points and FIP by 0.075 base points.  
Figure 3 shows the cumulative response of sell trades up to 20 days resulting from 1% 
shock in returns. These plots show the forecasting ability of returns on equity sales. On the 
aggregate level, the highest impact is on the domestic sales (DS). The 1 % return shock increases 
DS, AS and FS by 20 base points, 3 base points and 0.5 base point respectively. And the impact 
of 1% returns shock on DS, AS and FS lasts for 20+ days, 20+ and 3 days respectively. As for 
the institutional level, the 1 % return shock increases DCS, ACS and FCS by around 0.3 base 
point, 0.4 base point and 0.5 base point respectively. Also, the impact of the shock in returns on 
DCS, ACS and FCS lasts for 6 days, 20+ days and 2 days respectively. Moreover, although these 
findings support that returns have a predicting ability of equity purchases and sales, the highest 
impact is on domestic purchases and sales. Meaning that, domestic investors exhibit positive 
feedback trading in their buy and sell trades. Also, regardless of the fact that returns positively 
influence equity purchases and sales of all investor classes, the trend tend to reverse for domestic 
institutional purchases, foreign purchases and sales especially foreign institutional purchases and 
sales.  
5.2 Do past equity flows affect market returns? 
 
Table (5) provides evidence of the relationship between returns and past equity flows for 
Domestic, Arab and Foreign investors. After controlling for the past equity flows, returns and 
external economic shocks, one can identify whether equity flows influence future market returns 
through the coefficient of lagged flows in the return model. The table results show that equity 
flows, Flowt are positively related to returns in the regression of equity purchases across all 
38 
 
investors except for aggregate Foreign Purchases (FP) and Foreign Institutional Purchases (FCP). 
Also, equity flows, Flowt are positively related to returns in the regression of equity sales across 
all investors except for Domestic Institutional Sales (DCS). The equity flows, Flowt show the 
price pressure exerted by investors’ trading activity and it is noted that there is a positive impact 
regardless of the nature of the trade.  
Panel (I) presents the results of the regression of aggregate Domestic Purchases (DP), 
Domestic Institutional Purchases (DCP) and Domestic Individual Purchases (DIP). For Flowt of 
DP, DCP and DIP, there appears to be price pressure, which causes contemporaneous effect on 
returns. In contrast, the coefficient of lagged equity purchases becomes negative for DP and DIP 
for the lagged equity purchases Flowt−1 and Flowt−2. Also, there appears to be no significance 
of the relationship between returns and lagged equity purchases of DCP. Therefore, today’s 
equity purchases by domestic investors lead to higher future returns. However, as the lags 
increases, DP and DIP lead to negative future returns, while DCP don’t affect future returns.  
Panel (II) presents the results of the regression of aggregate Arab Purchases (AP), Arab 
Institutional Purchases (ACP) and Arab Individual Purchases (AIP). Contemporaneous effect on 
returns appears as a result of price pressure by AP, ACP and AIP. Nevertheless, the coefficient 
of lagged equity purchases becomes negative for ACP for the first lagged equity flows Flowt−1. 
Also, purchases by Arabs, especially individuals tend to have no significance for the first lagged 
equity flowsFlowt−1 and a negative relationship arises at the second lag Flowt−2. Thus, today’s 
equity purchases by Arab investors lead to higher future returns. On the other hand, as the lags 
increase, ACP lead to lower future returns, AP and AIP show no significance in the second lag 
and eventually lead to lower future returns in the third.  
Panel (III) presents the results of the regression of Foreign Purchases (FP), Foreign 
Institutional Purchases (FCP) and Foreign Individual Purchases (FIP). No significance appear 
between the equity purchases of foreign institutional investors, yet a strong significance for the 
foreign individual ones, thus price pressure exists causing a contemporaneous effect on returns. 
Again, the trend reverses and in the second lagged equity purchases, all foreign investors’ flows 
negatively affect the future returns. Another interpretation is that today’s equity purchases by 
foreign individuals affect future returns, yet as the lags increases all foreign equity purchases 
affect future returns negatively.  
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As for the equity sales by investors, Panel (IV) presents the regression of Domestic Sales 
(DS), Domestic Institutional Sales (DCS) and Domestic Individual Sales (DIS). There appears to 
be a price pressure of today’s DS, DIS on future returns. However, with the first lagged equity 
sales Flowt−1 by domestic individual investors, the trend reverses and a negative relationship 
arises with future returns. This means that today’s domestic sales by individual investors cause 
contemporaneous effect on future returns , yet as the equity lags increases their sales lead to 
lower future returns.  
Panel (V) presents the regression of aggregate Arab Sales (AS), Arab Institutional Sales 
(ACS) and Arab Individual Sales (AIS). There appears to be price pressure of the equity sales by 
all Arabs on future returns. Nonetheless, there is no significance between the first lagged equity 
sales  Flowt−1 by Arabs and future returns and the trend reverses as a negative relationship arises 
between the second lagged equity sales  Flowt−2 and future returns. This means, that as the lags 
increase, sales by Arab investors lead to lower future returns.  
Panel (VI) presents the regression of Foreign Sales (FS), Foreign Institutional Sales 
(FCS) and Foreign Individual Sales (FIS). Foreign sales in the aggregate appears to exert price 
pressure on future returns, however in the second lagged equity sales Flowt−1, foreign individual 
sales lead to negative future returns, followed by FCS and the aggregate FS in the second lagged 
equity sales Flowt−2.  This means that today’s aggregate equity sales by foreign investors leads 
to higher future returns, yet as the lags increases, their equity sales negatively affect future 
returns.  
The equity flows multiplied by the financial crisis dummy is used to measure the return-
sensitivity to flows induced by the Global Financial Crisis, where m = 1 to 2. The interaction 
between equity purchases by investor class and the financial crisis dummy, FlowDCt−1shows no 
significance of the influence of Arab purchases or sales on future returns. However, purchases by 
aggregate domestic investors, either institutions or individuals have a positive influence on future 
returns. As for the equity sales by investors, there appears to be no significance between equity 
sales and the great financial crisis except a positive influence for aggregate domestic sales, 
especially domestic institutions and a negative for foreign individuals. This is inconsistent with 
Samarkoon (2009) as he suggests that there is no change in the impact of equity flows on future 
returns between crisis periods and non-crisis periods. 
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On the other hand, the interaction between equity purchases by investor class and the 
Egyptian Revolution dummyFlowDRt−1 showsa positive relationship except for Domestic 
Purchases (DP), especially Domestic Institutional Purchases (DCP). DP and DCP showed no 
significance, which means that their purchases didn’t change during the Egyptian Revolution. 
Also, as for the equity sales by investor class, there appears to be a positive relationship between 
equity sales and the Egyptian Revolution dummy except for Domestic Investors. The only 
insignificance was between domestic trades and returns, while the Arabs and foreigners showed 
a positive significance. This implies that trades by domestic investors didn’t change during crisis 
and non-crisis periods. 
The test of joint significance of lagged equity flows used in forecasting future returns can 
be found under the header “p-value.” It confirms the above findings that domestic, Arab and 
foreign individual equity purchases lead to higher returns, while foreign aggregate purchases, 
especially foreign institutional purchases have no forecasting ability of future returns. Also, the 
results imply that domestic individual, Arab and foreign equity sales lead to higher future 
returns, while only domestic institutional sales have no forecasting ability of future returns. The 
significance levels used for the variables are 1%*, 5%** and 10%***. 
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Table 5: Return Model 
Investor Class Constant RET(-1) RET(-2) FLOW(t) FLOW (t-1) FLOW(t-2) MSCI(t) MSCI(t-1) MSCI(t-2) DC(t) DR(t) FlowDC(t) FlowDC(t-1) FlowDC(t-2) FlowDR(t) FlowDR(t-1) FlowDR(t-2) DW P-value 
Panel (I)                                       
DP 0.000 0.077 0.004 0.006 -0.002 -0.002 1.017 1.267 -0.269 -0.005 -0.003 -0.004 0.007 0.000 0.003 0.004 -0.001 
2.00 0 
  (0.89) (3.77)*** (0.22) (5.14)*** (-2.14)** (-2.18)** (7.17)*** (8.79)*** (-1.83)** (-1.90)** (-1.66)** (-1.00) (1.71)** (-0.01) (0.54) (0.67) (-0.22) 
DCP 0.000 0.085 0.005 0.005 0.000 0.000 1.025 1.293 -0.280 -0.004 -0.002 -0.006 0.009 -0.001 0.001 -0.001 -0.004 
2.00 0 
  (1.01) (4.16)*** (0.25) (3.46)*** (-0.11) (-0.24) (7.19)*** (8.94)*** (-1.90)** (-2.27)** (-1.38)* (-0.80) (1.37)* (-0.15) (0.15) (-0.22) (-0.68) 
DIP 0.001 0.064 0.002 0.013 -0.007 -0.005 1.016 1.204 -0.245 -0.006 -0.006 -0.007 0.009 0.001 0.004 0.031 -0.016 
2.00 0 
  (1.30)* (3.11)*** (0.12) (5.79)*** (-2.97)*** (-2.33)** (7.17)*** (8.36)*** (-1.674)** (-1.80)** (-2.27)** (-1.07) (1.40)* (0.17) (0.21) (1.38)* (-0.81) 
Panel (II)                                       
AP 0.000 0.079 0.011 0.022 -0.006 -0.011 1.027 1.257 -0.285 -0.005 -0.005 0.010 0.020 -0.018 0.028 0.144 -0.039 
2.00 0 
  (0.90) (3.86)*** (0.55) (4.32)*** (-1.17) (-2.05)** (7.24)*** (8.72)*** (-1.94)** (-1.70)** (-2.84)*** (0.36) (0.66) (-0.70) (0.51) (2.50)*** (-0.70) 
ACP 0.000 0.081 0.009 0.039 -0.014 -0.010 1.020 1.272 -0.269 -0.004 -0.004 0.008 0.001 0.002 -0.052 0.284 -0.082 
2.00 0 
  (0.72) (3.96)*** (0.44) (3.76)*** (-1.28)* (-0.94) (7.17)*** (8.82)*** (-1.83)** (-1.71)** (-2.48)*** (0.16) (0.021) (0.04) (-0.60) (3.06)*** (-0.95) 
AIP 0.001 0.080 0.008 0.025 -0.004 -0.014 1.029 1.260 -0.282 -0.004 -0.005 0.013 0.038 -0.035 0.150 0.130 0.026 
1.99 0 
  (1.20) (3.94)*** (0.41) (3.45)*** (-0.57) (-1.88)** (7.23)*** (8.73)*** (-1.92)** (-1.81)** (-2.7)*** (0.33) (0.96) (-0.93) (1.59)* (1.36)* (0.27) 
Panel (III)                                       
FP 0.001 0.081 0.005 0.002 0.003 -0.006 0.991 1.287 -0.284 -0.002 -0.006 -0.009 -0.002 0.007 -0.003 0.028 0.009 
1.99 0 
  (2.33)** (3.96)*** (0.24) (0.612) (1.25) (-2.55)*** (6.92)*** (8.93)*** (-1.93)** (-0.80) (-3.72)*** (-0.85) (-0.20) (0.60) (-0.30) (2.62)*** (0.92) 
FCP 0.001 0.081 0.005 0.001 0.003 -0.006 0.994 1.288 -0.284 -0.003 -0.006 -0.009 -0.002 0.007 -0.003 0.029 0.009 
1.99 0 
  (2.38)*** (3.98)*** (0.23) (0.37) (1.25) (-2.39)*** (6.93)*** (8.94)*** (-1.93)** (-0.90) (-3.71)*** (-0.76) (-0.16) (0.61) (-0.30) (2.64)*** (0.88) 
FIP 0.001 0.078 0.004 0.281 -0.007 -0.213 0.962 1.262 -0.284 -0.001 -0.005 -0.357 -0.134 0.065 1.522 -0.084 0.197 
1.99 0 
  (1.50)* (3.82)*** (0.21) (4.96)*** (-0.12) (-3.74)*** (6.78)*** (8.80)*** (-1.95)** (-0.84) (-2.84)*** (-1.69)** (-0.59) (0.30) (2.50)*** (-0.13) (0.32) 
Panel (IV)                                       
DS 0.001 0.077 0.005 0.005 -0.002 -0.003 1.008 1.276 -0.286 -0.005 -0.003 -0.004 0.006 0.000 0.004 0.002 -0.004 
1.99 0 
  (1.12) (3.74)*** (0.26) (4.33)*** (-1.65)** (-2.09)** (7.09)*** (8.85)*** (-1.95)** (-1.73)** (-1.27)* (-0.98) (1.57)* (0.015) (0.63) (0.36) (-0.62) 
DCS 0.001 0.085 0.006 0.002 0.001 0.000 1.025 1.299 -0.273 -0.006 -0.002 0.000 0.011 0.003 0.004 -0.002 -0.009 
1.99 0 
  (1.53)* (4.15)*** (0.32) (0.90) (0.66) (-0.11) (7.19)*** (8.99)*** (-1.85)** (-3.11)*** (-1.31)* (0.080) (1.84)** (0.56) (0.58) (-0.25) (-1.27)* 
DIS 0.001 0.053 0.007 0.019 -0.010 -0.008 0.980 1.189 -0.242 -0.003 -0.005 -0.004 0.006 -0.002 0.012 0.005 -0.002 
1.99 0 
  (1.27)* (2.54)*** (0.33) (8.04)*** (-4.02)*** (-3.34)*** (6.95)*** (8.30)*** (-1.66)** (-1.11) (-1.96)** (-0.57) (0.72) (-0.28) (0.61) (0.22) (-0.08) 
Panel (V)                                       
AS 0.000 0.074 0.007 0.022 -0.004 -0.013 1.007 1.275 -0.278 -0.003 -0.006 -0.030 -0.011 0.030 0.045 0.103 0.012 
2.00 0 
  (0.99) (3.60)*** (0.33) (3.99)*** (-0.64) (-2.38)*** (7.09)*** (8.87)*** (-1.90)** (-1.02) (-3.55)*** (-1.27)* (-0.45) (1.29)* (1.01) (2.16)** (0.27) 
ACS 0.000 0.079 0.007 0.024 -0.001 -0.013 1.012 1.270 -0.294 -0.002 -0.006 -0.025 -0.016 0.008 0.039 0.131 0.059 
1.99 0 
  (1.14) (3.88)*** (0.35) (2.99)*** (-0.12) (-1.57)* (7.11)*** (8.83)*** (-2.01)** (-0.92) (-3.63)*** (-0.87) (-0.54) (0.29) (0.65) (2.16)** (0.99) 
AIS 0.000 0.073 0.003 0.034 -0.008 -0.018 1.024 1.291 -0.262 -0.004 -0.005 -0.093 -0.003 0.114 0.184 0.181 -0.037 
1.99 0 
  (1.13) (3.55)*** (0.16) (3.49)*** (-0.78) (-1.84)** (7.18)*** (8.96)*** (-1.79)** (-1.72)** (-2.89)*** (-1.81)** (-0.05) (2.23)** (1.92)** (1.88)** (-0.39) 
Panel (VI)                                       
FS 0.001 0.079 0.006 0.003 0.000 -0.004 0.991 1.277 -0.276 -0.006 -0.006 0.004 0.007 0.005 -0.005 0.027 0.010 
1.99 0 
  (1.98)** (3.88)*** (0.29) (1.50)* (-0.03) (-1.61)* (6.91)*** (8.84)*** (-1.88)** (-2.05)** (-3.61)*** (0.32) (0.58) (0.38) (-0.50) (2.81)*** (1.06) 
FCS 0.001 0.080 0.006 0.003 0.000 -0.004 0.991 1.277 -0.277 -0.006 -0.006 0.004 0.009 0.004 -0.004 0.027 0.010 
1.99 0 
  (1.98)** (3.89)*** (0.29) (1.44)* (0.02) (-1.59)* (6.92)*** (8.85)*** (-1.89)** (-2.10)** (-3.61)*** (0.31) (0.68) (0.36) (-0.45) (2.78)** (1.05) 
FIS 0.001 0.083 0.005 0.084 -0.087 -0.045 0.991 1.303 -0.275 -0.003 -0.004 0.063 -0.447 0.154 -0.916 1.148 0.602 
1.99 0 
  (2.60)*** (4.04)*** (0.25) (1.38)* (-1.40)* (-0.75) (6.92)*** (8.98)*** (-1.86)** (-1.28)* (-2.25)** (0.23) (-1.69)** (0.58) (-1.65)** (1.96)** (1.09) 
Flowt= Equity flows on dayt, Rett = Stock return on dayt, DCt = Dummy for the Global Financial Crisis, DRt = Dummy for the 2011 Egyptian Revolution, RetDCt−m = Flows-sensitivity to returns induced by the 
Global Financial Crisis, where m = 1 to 2 (Ret*DC), RetDRt−m = Flows-sensitivity to returns induced by the 2011 Egyptian Revolution, where m = 1 to 2 (Ret*DR), FlowDCt−m = Return-sensitivity to flows induced by 
the Global Financial Crisis, FlowDRt−m = Return-sensitivity to flows induced by the 2011 Egyptian Revolution and MSCIt = MSCI Emerging Market Index,    MSCIt−m = MSCI Emerging Market Index. The model is 
estimated on stocks from the Egyptian Stock Exchange during the 2004-2013 period. This table shows the result of 18 series of equity flows of major investor types: domestic purchases (DP), domestic institutional 
purchases (DCP), domestic individual purchases (DIP), Arab purchases (AP), Arab institutional purchases (ACP), Arab individual purchases (AIP), foreign purchases (AP), foreign institutional purchases (FCP), foreign 
individual purchases (FIP), domestic sales (DS), domestic institutional sales (DCS), domestic individual sales (DIS), Arab purchases (AS), Arab institutional sales (ACS), Arab individual sales (AIS), foreign sales (FS), 
foreign institutional sales (FCS) and foreign individual sales (FIS). The table shows the estimated coefficients, t-statistics (in parenthesis), the Durbin-Watson (DW) statistic, and the p-value. All the variables are daily 
observations and measured in EGP. 
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CHAPTER VI 
 
 
CONCLUSION 
This thesis aimed to examine the relationship between equity flows and returns across 
three investor classes. The main objective was to identify whether past equity flows influence 
future returns and whether past returns have a forecasting ability of equity flows. The data set 
obtained from the Egypt for Information Dissemination (EGID) for the period 2004-2013 was 
analyzed through a bivariate vector auto-regression VAR model to examine the influence of 
equity flows on future returns and influence of past returns on future equity flows. Also, the data 
was classified by nature of the trade for each of the 6 investor classes, domestic individual, 
domestic institutional, Arab individual, Arab institutional, foreign individual and foreign 
institutional.  
The outcome of the flow model was that domestic, Arab and foreign investors exhibit 
positive feedback trading in their buy and contrarian in their sell trades, while only domestic 
institutional purchases and sales, who showed no significance. Also, during the financial crisis, 
the investors didn’t change their trading behavior, yet during the Egyptian revolution they 
became contrarian in their buy and momentum in their sell trades. Furthermore, past returns have 
the highest impact on domestic, followed by Arab then foreign equity flows, which suggests that 
domestic investors exhibit more positive feedback trading and more contrarian behavior than 
Arabs and foreigners.  
Moreover, the outcome of the return model was that purchases of domestic institutions, 
domestic individuals, Arab institutions, Arab individuals, foreign individuals are positively 
related to returns, while foreign institutions showed no significance with returns in any manner. 
As for equity sales, domestic individuals, Arab institutions, Arab individuals, foreign institutions 
and foreign individuals are positively related to returns, while domestic institutions showed no 
significance with returns. In contrast with Samarakoon (2009), during the financial crisis periods, 
equity flows negatively impacted returns, except for purchases by foreign, individuals and 
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institutions and sales by domestic individuals and Arab institutions. While, equity flows by all 
investors negatively influenced future returns during the Egyptian revolution. 
This thesis shed some light and filled the gap on the issue of the relationship between 
equity flows and returns in the emerging market of Egypt that has never been exploited before. 
However, further research is still required to examine the differences in trading behavior noticed, 
which might be the result of the trades across the same group versus different groups of 
investors. Another area of research might be investigating the relationship between equity flows 
between and across groups and their impact on returns in the markets.  
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